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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

September ' 15, 1921 

(The Date Refers to the Day of Final Revision) 



The Index 

FOR the first time since the beginning of the business 
depression, curve B shows a decided upward move- 
ment. Bradstreet's index of wholesale commodity prices 
moved upward 0.3 per cent, while outside bank clearings 
remained stationary; clearings are usually 6 or 7 per cent 
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Jones & Co.'s index has increased almost continuously 
since the low of August 24, though it is not now so high 
as during the first four days in August. Industrial stock 
prices have moved up from the lowest point of the pres- 
ent depression, on the date given above, and on Septem- 
ber 10 reached the highest point since June 4. Monthly 
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INDEX CHART. The items locating curves A, B, and C all refer to complete calendar months and the points are plotted in the middle of the spaces allotted to the months. 

Group A — Speculation: New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each of the three curves on the Index Chart is obtained by 
averaging a group of statistical series, each group being composed of series 
homogeneous in character; i. e., when corrected for the seasonal influence 
and normal growth, the series of each group move in the same direction (up- 
ward or downward) at the same time. The series were all expressed in com- 
parable units before averages were taken. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. 

The persistent decline of curve A and the equally persistent rise of curve 



C, both movements beginning in November 1919, indicated that a decline of 
business activity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
of that year. The existence of the federal reserve system enabled us to avoid 
a financial panic but not a severe industrial depression. 

Since last January curve C, representing money rates, has declined but 
curve A, representing speculation, has also fallen. The level of money rates, 
high for the present phase of the business cycle, and the depression of security 
prices indicate that there is no prospect of a great change in business condi- 
tions in the immediate future. The upward movement since May of curve B, 
representing business, indicates that the decline of business, which lasted 
fourteen months, is at an end. The approximate stabilization of wholesale 
commodity prices and improved financial conditions justify the forecast that 
business activity will increase moderately. 



less for August than for July. Our forecast of September 
1, that fundamental conditions are slowly mending, 
that the decline in wholesale commodity prices has been 
checked, and that business activity will increase mod- 
erately in the fall, is borne out by the rise of the business 
curve in August. 

Speculation 

Stock and bond prices have shown an advance since 
the last of August, and the number of shares of stock 
traded has been slightly higher during the last three 
weeks. The price of railroad stocks according to Dow, 



average bond prices have shown increases during the 
past three months, though they still stand below the 
figure reached in January and February. Railroad 
bonds have shown the greatest gains in this recovery. 
The rate on call loans moved up to 5! per cent from the 
August low of 4J and is now 5 per cent. 

Business 

Continued progress towards recovery from the busi- 
ness depression is indicated by the developments of the 
past two weeks. One of the most noteworthy has been 
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the very sharp upward movement of the price of cotton. 
From 11.65 cents P er pound on March 1, middling 
upland had advanced to 12.9 cents on August 1. Since 
that date the price moved sharply upward to a recent 
high point of • 21.1 cents for spot, which represents a 
recovery of over 80 per cent from the low point of last 
March. Such a change in the price of that raw material, 
if it is maintained, must inevitably lead to higher prices 
for cotton textiles; and it will be interesting to see 
whether consumers are prepared to buy at such prices 
the quantity of goods that ha's been moving in recent 
months. Upon conditions in the South the recent 
movement will be most helpful; and, after the experi- 
ence of last year, it may be expected to lead to liquida- 
tion of outstanding loans rather than to speculation or 
large spending for consumers' goods. 

That a marked reduction in the crop should benefit 
the cotton states is not so paradoxical as it may at first 
seem. Experience has shown that bumper cotton crops 
have frequently brought a smaller return in dollars 
than the smaller crops of poorer years. Thus, in 1908 
a crop of 13,241,000 bales had a value of $488,000,000, 
while in 1909 a crop of 10,000,000 bales had a value of 
$688,000,000. In 1911 a crop of 15,692,000 bales had a 
value of $50,000,000 less than the crop of 11,608,000 
bales which was raised in 1910. In 1914, again, a crop 
of 16,000,000 bales brought a return of $591,000,000, 
while in the previous year a crop of 14,156,000 bales 
had a value of $885,000,000. Whether the recent high 
level of prices is maintained or not, there can be no 
doubt that the turn has definitely come in this impor- 
tant commodity market, and this development is likely 
to have a considerable psychological effect upon other 
commodities. 

A second important feature has been a slight increase 
in monthly pig-iron production. The output in August 
was 954,193 tons, an increase of 10 per cent over July 
while the usual increase between these months is 3 per 
cent. The July production, however, was the lowest 
since December 1903. It was reported that seventy 
furnaces were in blast on September 1, and others have 
since been added. Steel ingot production likewise shows 
an increase in August. Steel prices continue to show 
weakness, although a large interest has advanced its 
price of wire rods, wire, and nails. 

Figures for car loading show a continued increase 
since the week ending August 6. The total number of 
cars loaded with revenue freight during the week ending 
August 27 was 829,709, the largest figure since Decem- 
ber 11, 1920. The principal increases are in merchan- 
dise, miscellaneous freight and coal, while loadings of 
grain and grain products show a decrease. Incomplete 
returns of building permits for August indicate a larger 
total than in July. The improvement has been most 
marked in the West and South; New England shows 
a decrease. The increase of small residence building in 
Chicago has been sufficient to be characterized as a 



"boom." An adjustment of wages and working con- 
ditions has been made in that city recently. Increases 
are reported in lumber production and silk consumption 
for the month of August; the latter was the largest 
since January 1920. 

Business sentiment is more hopeful, especially in the 
South since the increase in cotton prices. It has been 
pointed out, however, that the present bettering of con- 
ditions is in accordance with the usual seasonal move- 
ment, and the fundamental nature of the movement 
has been questioned for this reason. Our chart indicates 
that there is a fundamental improvement aside from 
seasonal variation. Even that part of the gain which 
may be labeled as seasonal is, however, a real forward 
step, which leaves business in so much the better 
condition. 

Outside Clearings: Actual Figures 
{Unit: $1,000,000) 

Ratio of 
July 192 1 Aug. 1021 Aug. to July 

Middle* 3,085 2,909 94.3 

New England 1,339 1 > 2 S9 94-o 

Middle West 3,566 3,672 103.0 

Pacific.,.. 1,357 i»4iS io 4-3 

Other West 1,591 1,680 105.6 

Southern 1,864 1,869 100.3 

Total * 12,801 12,804 100.0 

* Excluding New York City 

Probably the most reliable index of the volume of 
business transactions in the country as a whole is to be 
found in bank clearings outside New York City. In 
August outside clearings were 12,804 million dollars, 
a figure practically the same as that registered in July. 
Usually, clearings for August are 6 or 7 per cent less 
than those for the preceding month; in the past eight- 
een years there have been only two (1916 and 1918) in 
which August clearings equaled or exceeded those for 
the preceding July. To be sure clearings in August 
of this year were 23 per cent below those for the cor- 
responding month last year, but this simply indicates 
that the last twelve months have been months of de- 
clining business, a conclusion that needs no demon- 
stration. It is the comparison of the August and July 
figures, not of August with a corresponding month of 
preceding years, that is significant. Such a comparison 
of the recent figures for bank clearings makes it clear 
that there was a noteworthy increase in business activ- 
ity last month. The accompanying table, which gives 
the clearings for July and August for different sections 
of the country, shows that the agricultural sections of 
the country were responsible for the relatively large 
volume of business in August. The chief manufacturing 
section of the United States, the New England and 
Middle states, showed the normal seasonal decline. It 
seems probable, therefore, that the sales of new crops 
or the liquidation of crops in storage has been going on 
in greater volume than usual. 
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